Chapter 11. FUNDING METHODS
A. Introduction

Funding is more than just securing financing to build a project. Funding a project should be
considered aprocessthat has distinct steps and does not end when constructioniscompleted and all
bills are paid.

Funding agencies are encouraging applicants to develop their plans for funding concurrently with
their preliminary engineering report and environmental reports. Funding plansencompassfinancing
construction, paying for the operation and maintenance of a system, funding required reserves,
maintaining financia viability, and preparing for future needs.

Each community seeking funding for awastewater or other type of utility improvement project is
unique. Therefore, itisnot possibleto haveastandard recipethat communitiescanfollow to acquire
funding for their project. Fundersin Kansas often remark the easy community wastewater projects
have been funded and built. Future wastewater projectsin our state most likely will deviate from
the standard model used to finance and build community-wide centralized collection and treatment
systems.

Thestandard model to finance and build atraditional central gravity collection and treatment system
has worked well for many communities where there is an adequate population base to feasibly
support such a system. Typicaly, alarge diameter gravity flow collection system is used where
possible, and when gradient problems occur they are overcome by using lift-stations. In Kansas, the
choice of treatment has been the use of discharging wastewater lagoons. Thistype of collection and
treatment systemisoften thefirst choice of governmental |eadersbecauseitisasystemthatissimple
to operate, easy to maintain, protectsthe environment, andislong lasting. While some communities
have the capacity to issue bonds to acquire funding, most communities have to seek financing from
state and federal funding agencies. The mgority of funds for these projects come from several key
public funding agencies. These funding agencies provide low-interest loans that are repaid over a
long period of time by the applying community or county. Monthly ratesfor customersareincreased
in order to generate enough revenueto makeregular principle and interest paymentsto thefinancing
agency as well as pay for operation and maintenance cost, and required reserves. Occasionally
funding agencies will provide grant funds for a project too. Grant funds that are used do not have
to be repaid. Grants are used to help less prosperous communities afford to build improvement
projects.

A new committee with representatives from major funding agencies in Kansas has been devel oped
which can assist small communities in sorting through these funding issues. Coined the “Kansas
Interagency Advisory Committee” (KIAC), its purpose isto provide better guidance and direction
to communities seeking funding for water and sewer projects. The committee facilitates better
coordination and communication between agencies and organizations involved in water and
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wastewater projects and issues asit counsels those communities. A fact sheet and summary of the
committee can be found at the end of this chapter.

Funding agencies and communities are finding they are faced with a new set of circumstances that
will require finding new ways to finance and build community wastewater systems for rural
communities, especially very small communities. Thereareagrowing number of small communities
that cannot feasibly afford a traditional centralized collection and treatment system. Alternative
collection and treatment methods including managed onsite and cluster systems must be evaluated
to reduce costs to the point that the system is affordable.

Fundsavailablefor low interest loans and grants are limited, and demand is greater than the amount
of fundsavailable. Every year there are afew communitiesin Kansas, even with the full amount of
assistance that funders can provide, that cannot afford to build an improvement project to correct
serious environmental problems caused by poor wastewater treatment.

Applicants are being asked to contribute more of their own funds to a project if they want to be
competitive for funding from funding agencies. Communities are being scrutinized more to
determine if they have the technical ability to manage, operate, and maintain a wastewater utility.

The use of managed decentralized systems will present a challenge for funders. It is sometimes
difficult to determine which agencies can be involved with what part of a project if acombination
of centralized, cluster and/or on-site systemsis used to address the wastewater treatment needs of
a community. Certain components of these combination systems can be owned privately by the
homeowner, and some funding agencies will only fund facilities owned by a public body.

B. Affordability

Affordability is the standard used by funders to determine what size and scope of project a
community can feasibly develop. Affordability encompassesthree basic concepts. (1) costsfor the
end consumer, (2) adequate design, and (3) cost-effective protection of the environment.

1. Cost for End Consumer

What an improvement project will eventually cost the end consumer (families, businesses,
and public bodies like school districts) when completed is an important part of the
affordability evaluation. Monthly user charges are typically used to determine if end user
costs are too high. Funders do not want monthly user rates to be so high that an average
customer cannot pay all of their utility bill. If enough customers cannot pay their bills, the
community can get behind on making their required debt paymentsor, worse, default and not
be able to make any debt payments.

Monthly user rates pay for operation and maintenance (O&M) costs as well as debt
payments, and if required, debt servicereserves. Adequate revenues haveto be availableto
pay for the proper operation and maintenance of asystem. Extremely high O&M costs can
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push monthly user ratesto very high levels. If monthly rates become too high, acommunity
may not be ableto pay for the proper care of their system; system failures concern regulatory
agencies. New projects that start with high monthly user rates that are mainly due to the
repayment of debt do not have much room to raise ratesto pay for increasing O& M costs or
future capital improvements.

2. Adequate Design

Customers naturally want to pay low monthly charges. To many consumers, the cheapest
costing system is the one that is affordable. However, a wastewater system has to be
adequately designed to properly treat wastewater, to function over along period of time, and
to protect theenvironment. Fundersrequireall improvement projectsto comply withfederal,
state and local environmental regulations and codes. No system will cost less than the
amount it costs to build an adequate system. Your engineer has to design a system that
properly treatsyour community’ swastewater and protectsthe environment. End consumers
should expect their monthly ratesto be set at areasonable level so their community can pay
for and operate an adequate system. Funding agencies should be asked what feasible
monthly user rate customersin your community can afford to pay.

3. Cost-Effective Environmental Protection

The third component of the affordability matrix is cost-effective protection. An engineer
can design many different types of systems for a community that can adequately treat
wastewater and protect the environment. Funders want a system they finance to be cost-
effective to operate. With limited funding resources, a funder wants the system to be the
proverbia family sedan not a luxury car. Regulating agencies steer small communities
towards systems that are easy and efficient to operate. As a system ages and through the
inflation of costs such as wages, O&M costs can be expected to rise over the useful life of
the system. Complex systemsthat are hard to operate and keep up can greatly accelerate the
yearly risein O&M costs. O&M costsin older systems can be greater than debt repayment
costs. A system should be as ssimple to operate and maintain as possible. Thiswill help
reduce expected current O& M costs and slow the future growth of these costs. The system
that can adequately treat wastewater and protect the environment for the lowest operating
costs is usually considered the most cost-effective system. It isimportant to note that the
competency of your operator to care for and operate your wastewater system can have an
affect on determining the cost-effectiveness (something isnot ssimpleif the person asked to
doatask cannot doit). Y our engineer needsto assessthe capability of your personnel or any
management firms you hire.

Determining affordability is like buying acar. You have to determine how much you can
affordto pay for the car without wrecking your budget. Y ou haveto determineif the car can
adequately meet your basic needs. And you have to determineif you can afford to operate
and maintain the car properly for many years. When designing your system the engineer will
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C.

have to balance all of the components of affordability. Working within the framework of
affordability, the engineer will determinewhat collection and/or treatment technol ogies best
fit the unigue needs of your community. Theengineer will design asystem that patrons have
the capability to pay for, that adequately treats wastes in a manner that protects the
environment, and that is easy and efficient to operate.

About Funding Sour ces

The viability of water or wastewater development projects is often dependent upon available
financing. Financial assistance from federal or state agencies, or both, can dramatically lessen your
community’ s economic burden. A project can be funded from one agency or a group of agencies.
Financial packaging is a new phrase to describe multi-type (grant and loan) and/or multi-source
financing.

1. State Programs

a. The Community Development Block Grant Program (CDBG) is administered by the
Kansas Department of Commerceand Housing (KDOCH). Community Development Block
Grants have assisted small communities in their quest for new, expanded or rehabilitated
water or wastewater systems. CDBG money comes from U.S. Department of Housing and
Urban Development (HUD) and is allocated to each state to administer.

HUD has national criteria for projects with a community-wide benefit. The project must
meet one of the following criteria:

. The community must have 51% or greater low and moderate income families.

. The project must have the goal of the elimination of slums and blight, in other
words, it must improve the standard of living in the community.

. The project must eliminate an immediatethreat to health or safety whenthereare

no local reserves to do so. Wastewater projects should address the benefit to
low/moderate income persons unless thereis an emergency. Thetotal financia
package must be put together to receive ablock grant. A ranking systemisused
to determinewho getsblock grants; local financial input improvesacommunity’s
competitive position.

As the name implies, CDBG is strictly a grant program, normally with once-a-year
application deadlines and subsequent ranking reviews. CDBG funding has a maximum
amount, or cap, for which your community can apply. The cap is set by KDOCH, and
varies with the grant category. Most communities and counties utilize the community
improvement grant to fund wastewater improvements. Some other grant categoriesalso
can be used under special circumstances. More detailed information about the CDBG
program can be obtained from:

Kansas Department of Commerce and Housing
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Community Development Block Grant Program
700 SW. Harrison, Suite 1300

Topeka, KS 66603-3712

785-296-3004

b. The Kansas Water Pollution Revolving Fund (SRF) is a loan program utilizing
federal funds. In Kansas this program in administered by the Kansas Department of
Health and Environment (KDHE). States receive federal funds, add a 20% match, and
then provide low interest |oansto participating communities. States may offer theloans
interest free, but typically charge 3% interest to near market rateto cover interest on state
bond issues and administrative costs. The maximum term of theloanis20 years. These
low interest loans can be used to round-out a financial package after grant monies are
obtained. Kansas' SRF is a loan-only program. The purpose of this program is to
provide low interest loans to municipalities or counties for water pollution control
projects which include sewage treatment plants, interceptors, inflow and infiltration
correction/control, collector sewers, and major sewer rehabilitation.

A project community must submit arequest to be included on the KDHE priority list,
have asufficiently high ranking to moveto the Intended Use Plan, and submit acomplete
applicationincluding design plansand specifications. Projectsmust comply with KDHE
regulations for facility planning, environmental clearances, and construction contracts.

How it works: The agency informs the applicant it is on the Intended Use Plan, and the
financing agreement is signed when the project design and application are complete.
Repayment periods can be up to 20 years, and nearly all project costs can beincludedin
the loan amount, including the costs of temporary financing and interest during
construction. For more information contact:

Municipal Programs Section

Bureau of Water

Kansas Department of Health and Environment
Forbes Field, Building 283

Topeka, KS 66620-0001

785-296-5525

c. The EPA Hardship Grant for Rural Communities is administered by the Kansas
Department of Health and Environment (KDHE). Any community or county sewer
district with fewer than 3,000 residents can qualify for hardship assistance, if all of the
following conditions are met:

. The community isrural.
. The community has no access to centralized wastewater treatment systems.
. The proposed project will improve public health or reduce environmental risk.
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. The community’s per capita income is less than 80 percent of the national
average, and; the community’ s unemployment rate exceeds the national average
by one percentage point or more.

This program was designed to be used in conjunction with the state SRF program for
wastewater, but other funding sources can be used aswell. For more information
about the program contact:

Municipal Programs Section

Bureau of Water

Kansas Department of Health and Environment
Forbes Field, Building 283

Topeka, KS 66620-0001

785-296-5525

d. The State Conservation Commission (SCC) providesfundstolocal county conservation
districts to help pay for the installation of onsite treatment facilities. This program is
designed to addressthe problems caused by failing onsite wastewater systems. Possibly, this
program could be used if your overall community wastewater plan calsfor the installation
of private onsite wastewater treatment facilities. Funding must gotoindividual landowners.
Y our conservation district will be listed under county government in your telephone book.

2. Federal Programs

a. TheUSDA/Rural Development (RD), formerly FarmersHome Administration, water and
waste disposal loan and program is often the backbone of financial assistance. RD offersa
loan and/or grant package, with a local share cost and a monthly user fee schedule
comparable to similar communities in the state.

To meet eigibility requirements, your community must bein arural areawith apopulation
less than 10,000 residents, and demonstrate an inability to get credit for the project
elsawhere. Communities experiencing imminent threat resulting from problems with the
water supply or wastewater system are given priority consideration. Funds can be used to
construct, repair, enlarge, extend or improve water, sewer or solid waste disposal facilities.

RD Grants

To be digible for an RD grant, your community must have a Median Household Income
(MHI) that is below the non-metropolitan median household income of the state. The
amount of grant money made availableto your community isdirectly impacted by other grant
money received, the median household income level of your community, and projected
monthly user rates. A community’s MHI is used to determine the level of grant eligibility.
Two conditions must be met to be eligible for RD’ s poverty grant rate: (1) the community’s
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MHI must be below the higher of the poverty line or 80% of state non-metropolitan median
household income level, and (2) the project is necessary to aleviate a health or sanitary
problem.

RD grant funds are used to help acommunity afford awastewater system. Debt repayment,
operation and maintenance costs, and paymentsto reservesare paid for through monthly user
costs. When these three cost items push monthly user fees past what RD considersto be an
affordable rate, grant dollars are put into a project to reduce the RD loan amount which in
turn lowers monthly user costs. RD periodically determines what it costs to provide
wastewater or water service to typical rural residences found in similar communities that
have like systems and economic conditions. Thisisreferred to as the similar system cost,
and is often expressed in the average monthly user cost of a system for a typical rural
residence. RD personnel can givedirection on what size user rate the agency considers your
community can afford. If your projected average monthly user rate does not exceed the
determined similar system cost, grant dollars are not necessary and will not be put into your
project by RD. In some cases, if acommunity receives a CDBG grant, a RD grant may be
reduced by the amount of the CDBG grant. Thisisnot alwaysthe case, but itisanissuethat
needs to be discussed with your RD representative. For some projects a sizeable RD grant
and aCDBG grant are necessary to achieve an affordable rate. Coupling CDBG funds and
RD funds can help both agencies spread their funds farther and help more applicants.

RD Loans

RD loansareavailableto qualifyingcommunities. Theinterest rate charged variesaccording
to community income. The maximum term on all loansis40 years; however, the repayment
period may not exceed statutory limitations of the community’ s borrowing authority or the
useful life of the proposed project.

RD state offices get their grant and loan money allocation early in the federal fiscal year
(begins October 1). Projects compete for funding, and the agency strivesto utilize al of the
allocated money to fund projects. Unused allocated funds have to be returned to a national
office. Thereturned fundsfrom each state are pooled together, and projects submitted by the
state RD office can compete for the pooled funds. Communities must follow an application
process. Most of the allocated funds are usualy committed for projects by late winter.
Communities wanting funding in a particular fiscal year should try to complete the
application process as early as possible in the fiscal year, preferably by November. A
community or county may choose to have RD conduct a pre-application review for them to
determine eligibility.

Applications for financing are accepted at all times of the year. RD will determine the

amount of loan and/or grant financing a community or county is to receive, and not all
applications are funded. When demand for RD funds exceeds available funding, and the
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agency has to select the projects it determines to be the highest priority and most critical to
health and sanitation issue. RD has a selection process for choosing projects to be funded.

For more information:

USDA — Rura Development
P.O. Box 4653

Topeka, KS 66604
785-271-2730

b. The Economic Development Administration (EDA) has helped thousands of
communitieswith environmental infrastructure projects. EDA grantsdon’t have any capsor
limitations. A community must be designated by EDA, asaredevel opment areato beeligible
for funds. To be designated a redevelopment area, a community must have high
unemployment. Grant funds are tied to the ability to create and retain jobs in the
redevelopment area. The application processissimple and all available money isin grants.
However, the level of available funding from EDA doesn’'t remain constant.

c. Farm Credit Banks- CoBank isafederally chartered and regul ated bank that servesrural
utility systems and agricultural cooperatives. As Rural America’'s Cooperative Bank,
CoBank specializesinrural utility, cooperative agribusinessand export financing. Recently,
CoBank obtained new and broader authorities to lend to water and wastewater systems.

CoBank provides loans to credit-worthy rural utilities, including water and wastewater
systems. The systems must serve unincorporated areas and/or incorporated communities of
less than 20,000 population.

Loan programs provide financing at fixed and variable interest rates for working capital,
capital improvements, construction and upgradesto the systems, equipment and refinancing
of existing debt. It also offersinterim loansfor systemswaiting delivery of approved federal
funding.

3. Special Categoriesof Funders

. Indian Health Service, Bureau of Indian Affairs, Bureau of Reclamation and
Housing and Urban Devel opment, for example, offer programs for communities
in specific locations, such as Indian Reservations.

. The Department of Agriculture offers assistance for areas on or near a national
forest.

. The Department of Interior offers assistance for areas on or near anational park.

. The Natural Resource Conservation Service (formerly Soil Conservation

Service), U.S. Army Corps of Engineers or Bureau of Reclamation may offer
assistance to projects within a designated waterway or for those building a
reservoir for water supplies.
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. The Environmental Protection Agency (EPA) has demonstration money, job
training or job creation programs for poverty and minority areas.

. TheFedera Emergency Management Administration (FEMA) providesfinancing
for repairing damages caused by natural disasters.

D. Funding Basics

Wastewater projects in Kansas are usually funded through borrowing (issuing bonds), grants,
and/or applicant contribution.

1. Bonds

In Kansas, counties or municipalities cannot borrow money directly from a lender.
Instead, these units of government must issue bonds that are purchased by individuals,
by acommercial lender, or an agency of the government. It isimportant to understand
bonds for a construction project are typically issued for a set period of years, and your
city or county hasthat period of yearsto redeem the bond or bonds from the bond hol der
(the person or entity the bond was sold to). Usually specified periodic payments are
made until the single bond or all of thebonds areredeemed. Bondsareredeemed at their
original facevalue plusinterest. The redemption of bondsissimilar to the repayment of
adebt. The longer the redemption or repayment period is the lower each installment
payment will be. The installment payment is paid by customers through their regular
payments or their monthly bill. Revenue is collected through user rates or taxes, and
enough revenue is collected to make regular installment payments (bond payments).
Lower installment payments translate into lower rates for customers.

2. Grants

A grant is a sum of money awarded to a State or local government or non-profit
organization. Typically, grants are awarded by the federal government to State or local
governments, or by Statesto local governments, for the purpose of financing aparticular
activity or facility. Thegrant money representsatransfer payment from one organization
to another for a purpose deemed necessary or desirable by the awarding organization.

The primary advantage of grantsis that State and local governments and other eligible
recipients do not have to use their own resources (which they may or may not have) to
pay the specific eligible construction costs that the grants cover. Grants can be highly
useful inaddressing affordability concernsand can leverage additional resourcesthrough
matching funds.

It is important to note though that grants have special limitations. Applying for some
grants can be costly, time-consuming, and require trained staff to write grant
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applications. These grant applications can take months for the awarding organizations
to process and award. Even then, dueto theintense competition at both the State and the
local levels for the limited pool of grant funds, State and local governments and other
recipients may find it increasingly difficult to acquire grant funding for many projects.

Due to grant project digibility limitations, only a percentage of the total project costs
may be eligible for grant assistance. Providing matching funds, often ranging from 5to
50 percent, may be difficult.

Grant funds often have co-conditions that affect the scope, intent, nature or cost of the
project or programin question. Certain grant conditions, such asmandatory grant reviews
and production of detailed reports, may increase the overall cost of the project. Most
grants also require that grantees must comply with other federal laws and regulations
regarding arange of factors such as wage rates, anti-discrimination, and environmental
requirements.

Reference for further information: an excellent source of information regarding a wide
range of federal grantsisthe Catal og of Federal Domestic Assistance availablefrom the
U.S. General Services Administration.

3. Applicant’s Contribution

This section discusses ways for an applicant to make a contribution to a project.
Typically such a contribution is made at the beginning of the project. However, a
contribution can be made at anytime to accel erate the repayment of a debt or retirement
of a bond (providing the lender or bond holder allows early retirement of your
obligation). Applicant contribution will also mean the cost of materials you donate or
the value of the self labor you provide to complete the project. Some of the these
suggestions may not generally be applicable to very small systems. However, through
creativethinking and willful determination, even small communities can usetheseideas.
Larger communities and counties (for asewer district) should consider these measures.

In the past, an applicant’s“ up-front” contribution often amounted only to paying for the
cost of a preliminary engineering report. It was assumed by applicants that they then
would pay for the majority of project costsover an extended period of timeinthe manner
directed by a governmental agency or bond company. Paying for a portion of expected
project costs at the beginning was not a common practice for applicants in the past.

Today, many funders expect an applicant to make some sort of “up-front” contribution
to the project. The communities that pledge to contribute some of their own resources
at the beginning of aproject will find their funding applicationsto be more competitive.
As competition for limited funds increases, up-front contributions will become an
increasingimportant factor in determiningwhat projectsarefunded. Contributionsat the
beginning of a project can reduce the amount of money a community has to borrow for
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a project. Thus, total lifetime interest costs for a project can be reduced. Some
communities contend they cannot contribute anything up-front. In some cases thisis
true, and the applicant should show the funder why a contribution cannot be made.
However, with alittle resourceful planning and thinking and effort many communities
can make a front end contribution. The following things should be considered:

a. Voluntary User's Fee Agreement

If you plan to build an entirely new system, consider establishing a voluntary user’sfee
agreement. Customersliving in the benefitting areavoluntarily sign auser’ s agreement
that stipul atesthey promiseto pay amonthly payment, or slightly lower yearly payment,
in exchange for the right to connect to the completed wastewater system at no cost or at
areduced cost. Payments are made to the governing body, and the agreement states
money paid will be reimbursed back to the customer if the project is not built within a
set period of time, for example three years. Customers that do not sign the voluntary
agreement will be charged a higher connection fee when they are connected to the
completed system. It is important to know that such agreements may cause problems
with Community Development Block Grant (CDBG) funding. If your community plans
to seek CDBG funding, your leaders should contact someone from the CDBG program
and find out if your voluntary user’s agreement plan is acceptabl e to the agency.

b. Special Assessments

Specia assessments can be used by governing bodies to generate up-front funds for a
project. If you arethinking about using assessments, ask your attorney or bond counsel or
if you can start the assessment before construction starts. A special tax assessment is
charged against each | ot in the benefitting areafor the purpose of providing future access
to awastewater system. The amount of the chargeisusually lessthan $20 per month for
an averaged sized lot. The amount of the charge is allocated between all lots on a per
squarefoot basis or on the basis of the linear frontal footage of alot. Developed lotsand
lots that could be developed in the future all pay the same charge for access to the
system.

Owners of undeveloped lotswill complain they should not have to pay for a system that
is not benefitting their lots. It isargued undeveloped lots do benefit since the value of
alot isincreased because it becomes a lot having access to improvements. Secondly,
these fees address issues of equity regarding future connections. Often the original
households, that have paid for a system for a number years, consider it to be unfair for
newly connected households to derive benefit from the system because the new
households have not fully contributed to the retirement of the total origina debt.
Through aspecia assessment for accessto the system, undevel oped |ots can help pay for
the system. If an assessment is charged from the beginning of the project and
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maintained, it will be difficult to justify charging a connection fee when anew homeis
built.

For devel oped | ots with homes, an assessment fee becomes part of the minimum charge
that covers the payment of fixed charges; this revenue stream is stable and predictable.
It difficult to predict the flow of the revenue stream from undeveloped lots. Sometimes
the owners of some of the undeveloped lotswill refuse to pay their taxes, and the county
or acity eventually may wind up owning the lot. Your community or county cannot
collect taxes from property that it holds title on.

When computing future revenue, funders either refuse or severely limit a community
from counting on receiving revenue through assessments on undeveloped lots.
Assessments on undevel oped |ots can be a problem for a county trying to form a sewer
district for an unincorporated area. Statutesrequire the owners of 51% of the acreagein
asewer district to sign the petition to form adistrict (see Chapter 10). Commonly, just
afew partiesown themajority of theland in asewer district, and likely theland they own
isundeveloped. If asewer district (county) is serious about using assessments, leaders
shouldfind out how theselarger landownerswill respond to an assessment. Their refusal
to sign theforming petition could cause problemsfor acounty. Y our attorney, engineer,
and financial planner should be involved in the creation of a plan for an assessment.

If your community isseeking CDBG funding, agrant specialist should be contacted. The
CDBG program hasspecial provisionsabout charging low and moderateincomefamilies
an assessment. A grant specialist can detail how assessments could affect your project.
Assessments can be a good financial tool if supported by customers owning both
developed and developed lots. Involve potential funding agencies in any plan to use
assessments.

c. Developer contribution

For some rural communities the addition of a community sewer system will spark new
housing growth. Thisis especially true for acommunity near a metropolitan areaor a
larger rural community. People desire to live in asmall town, but work and shop in a
larger community. If a developer has indicated to your community he will build new
houses in your community providing a community wastewater system is built, that
developer should be asked to make a developer contribution to the project. Preferably
thisshould be done up-front and this money can be applied to the project. A contribution
from the devel oper shows heis serious about building, and the system can be adequately
designed for the number of expected users. Funders are very reluctant to finance extra
system capacity on someone’ sverbal promiseto build homes. A financial commitment
to aproject isastrong indicator the devel oper will erect the homes he promisesto build.
If the developer is actually building a utility system in an area or for a subdivision,
funders will require such a system to meet federal, state, and local environmental
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regulations and be engineered and constructed within accepted professional standards.
It isimportant to note that RD does not finance the cost of the system for developers.
Developers either contribute their own share of the costs or provide land that assures
they will pay their share of the costs.

d. Self-help

In some parts of the state, communities are pledging an up front contribution of human,
material and financial resources to reduce costs and make projects affordable. The
concept is known as self-help. Funding agenciesin Kansas are now using this concept
asacomponent of afunding plan. Salf-help aswedefineit includesthe use of volunteers
The Rensselaerville Institute in its Self-Help Handbook for Small Town Water and
Wastewater Systems states “ self-help refers to collective effort: people working
together to createor improveaserviceor facility that they will usein common but which
is not exclusively owned by one person or household. It is different from the concept of
sweat equity by which an individual gains private ownership of something. as one
technique, among many, that can reduce the cost of a needed community improvement.
With the self-help approach, small communities draw on their own resources -- human,
material, and financial -- to solve local problems.” The handbook describes one
community that rented equipment and used self-help volunteer labor instead of a
contractor to put in a water system. CDBG is currently offering a program for
communities to address their wastewater needs in this manner. Small communities are
encouraged to ask funding agenciesif they can contribute equipment, materials or labor
to a project during or after construction. Simple steps such as (1) having a qualified
resident inspector volunteer to provide his services free (most likely aretired citizenin
the community), (2) someone could volunteer to administer aCDBG grant free of charge,
or (3) someone could pledge to provide bookkeeping service for free to reduce future
operation and maintenance costs. Creativethinking isthekey to self-help. Y oumust be
able to prove to afunder you are capable of doing what you say you can do and/or can
provide the items that you pledge to provide.

e. Funding Partners

Many small communities, incorporated and unincorporated, findit difficult toraisefunds
to pay an engineer to prepare a preliminary engineering report for them. The idea of
raising more funds beyond this seems overwhelming. At this point, it isimportant to
understand that others beside your governing body have a vested interest in your
community. It isimportant not to overlook others that might be funding partners. Any
entity that provides funds that are used towards the development of a project should be
considered afunding partner. Most likely afunding partner will becomeinvolvedinyour
project because it is in their own self-interest to do so. Businesses, other utility
providers, key citizens, non-profit entities, or other governmental units like a school
district are potential partners. Y ou should not expect these funding partnersto help with
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paying for alarge percentage of the project. However, the aggregate contributions of
several of these types of partners could provide enough money to pay for hiring an
engineer.

A community should not overlook seeking help fromtheir local electric utility company.
Some rural electric cooperatives have the ability and interest in participating in the
funding community and/or business project that arefor the purpose of creating economic
development in rural areas. Y ou should contact your area electric cooperative and ask
for assistance. The Kansas Electric Power Cooperatives, Inc. can provide information,
advice and assistance to your local electric or telephone cooperative regarding how they
can be involved in a community improvement project. Your electric cooperative or
utility may bewilling to put some of itsfundsinto the project, especially for start up. An
electric company can gain financialy if the population of an area remains constant or
grows. Also, an electric or other utility may not be able to offer financial support, but
may have other resources to offer such as bookkeeping help.

Local financial institutions need to be approached. Theseinstitutionsneed to understand
that when improvement projects are built, temporary construction financing will be
needed, and local financial institutes could beasourcefor thesefunds. A futurebusiness
opportunity and being ableto help thelocal community may be considered good reasons
for afinancial institution to become a funding partner.

Look for win-win situations with industry and non-profit organizations. For example,
alargebusiness nearby may berequired to have wastewater treatment lagoonsthat could
also be utilized by your community. A non-profit organization may have acampground
near your community, and it might be possibleto develop abeneficia arrangement with
the organization if they need a wastewater system, too. Before approaching anyone to
ask them to be afunding partner, determine how that entity can benefit by being involved
and have a specific amount of money in mind that you would like to receive from them.

E. Sdf-Funding (Commercial Financing)

Some small cities and counties have the ability to fund the construction of awastewater project
without involving a state or federal funding agency. Self-funding is when a community or
county issue bonds that are purchased by individuals or a commercia lender(s). No public
governmental financing agency isinvolved in such funding packages. State laws regarding the
issuance of bonds dictate how bonds areto beissued. The governing body that issuesthe bonds
must work closely with a bond counselor and bond company. It isimportant to know when it
is best to issue bonds and when the payments to your engineer, attorney, and contractors need
to be made. A financial advisor, usually an employee of the bond company, can give acity or
county important direction. Some agencies provide this guidance through their trained staff.
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It isimportant to understand bondsfor construction project aretypically issued for twenty years,
and your city or county has twenty years to redeem the bonds from the bond holder (the person
or entity the bond was sold to). Usually specified periodic payments are made until al of the
bonds are redeemed. Bonds are redeemed at their origina face value plus interest. The
redemption of bonds is similar to the repayment of a debt. The longer the repurchase or
repayment period is, the lower each installment payment will be. Y our installment payment is
paid by your customersthrough their regular payments. Thelonger the repayment periodis, the
lower each installment payment will be. Revenue is collected through user rates, and enough
revenueis collected to make regular installment payments (bond payments). Lower installment
paymentstranslateinto lower ratesfor customers. Itisimportant to know when astate or federal
funding agency isinvolved in a project, the funding agency will purchase all of the bonds your
city or county issues. Bonds have to be repurchased from the funding agency. Rural
Development allows the bonds they buy to be redeemed over aforty-year period. RD’ s longer
redemption period can mean lower user rates, but can also mean higher total interest costs for
your community. Your governing body may have to decide whether it wants lower user
payments or lower total interest costs when trying to decide whether to self finance or seek
funding assistance from a state or federal agency. The only source of grant funding when self-
funding is used is the CDBG grant program.

Types of Bonds

Two types of bonds are generally issued by counties or cities, general obligation or revenue
bonds. The taxing authority of agoverning body isthe guarantee that General Obligation (GO)
bondswill be redeemed. In Kansas, GO bonds that are issued for the purpose of paying for the
construction of public works shall not be included in computing the total bonded indebtedness
of a city for the purposes of determining limitations on bonded indebtedness as provided in
Kansas statutes. For counties, a bond counselor should be consulted about the level of debt a
county can assume for aconstruction project. Because GO bondsare backed by thefull faith and
credit of the governing body, these types of bonds are considered to be the most secure bond;
bond holders are more confident their bonds will be redeemed. Thus, GO bonds have lower
interest rates and reserve requirements than other types of bonds. In some cases before GO
bonds can be issued, voter approval is needed. You should consult with your attorney about
whether a bond election will be necessary.

The other type of bond that is often used in Kansasto finance infrastructure projects are revenue
bonds. Revenue bond is a broad term used to describe bonds on which the debt service is
payable solely from the revenue generated from the operation of the project being financed or
from other non-tax sources. Thistype of bond is not considered to be as secure as a GO bond.
The bond payment is secured by arevenue pledge. The bond company may require stepsto be
taken to show adequate revenue will be available. Revenue bonds typicaly are tax-exempt.
Interest rates for revenue bonds generally will be higher than for GO bonds, and reserve
requirementswill be higher aswell. Voter approval isgenerally not necessary to issuethistype
of bond. If this type of bond is used, your community should establish a way to generate a
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predictable and steady revenue stream. Thisis best accomplished by establishing a minimum
charge for each connection; usually every connection of the same class will have the same
minimum charge. The total amount of revenue collected from the minimum charge should be
enough to make your regular bond payment, and possibly the reserve payment.

When considering using only bonds to fund a project, it is agood ideato visit with your bond
adviser or bond company about other types of bonds that might be available to fund
environmental improvement projects. Thisisespecialy trueif your community is considering
developing some sort of public-private partnership.

F. Funding By One Agency

Most funders require a community to fund part of a project even if agrant is provided. The
community usually paysfor its part of the project over aperiod of time. Fundsfor a project are
obtained through borrowing (issuing notes or bonds). When a community deals with only one
state or federal funding agency, the project isconsidered to befunded solely by one agency. Sole
funders are usually the KDHE SRF program or RD.

Working with only one funding agency can be easier for an applicant. Itiseasier to follow one
set of rulesand to deal with one agency representative. Also the applicant does not have to deal
with working around the funding cycles of the different funding agencies

G. Leveraging - Joint Funding of Projects

The need for the addition of grant dollars to a project is the usual reason for having more than
one funding agency involved in a project. Grant dollars are often needed to make a project
affordable for a community. On occasion even a RD funded project requires additional grant
funds from another source (RD provides loan and grant funds). Grant funds are sometimes
needed with SRF funded projects, too.

When more than one funding agency is involved in a project, the project is said to be jointly
funded. Most often in Kansas, the CDBG program is the joint funder. When more than one
agency isinvolved it isimportant to maintain communication between the two funders. Each
funder has separate application itemsthat have to be completed in specific ways. Itisimportant
not to assume that a step taken for one funder will suffice the requirements of another funder.
Ask all funding agencies what application steps in their programs can be combined or done at
the same time with other funders to create efficiency in the process.

The CDBG program, USDA-RD, and KDHE-SRF is encouraging funding applicants to meet
withtheKansasInteragency Advisory Committee. Thiscommitteeismade up of representatives
from these three organizations. While funding does not hinge on meeting with KIAC, this
committee can provide general up-front counseling on how to best proceed. A KIACreview also
can be hel pful with establishing agood line of communication between fundersand an applicant.
Meeting with KIAC is strictly voluntary. If an applicant is interested in utilizing KIAC's
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services they should contact one of the three committee agenciesfor directions on how to meet
with KIAC.

Onceaproject isfunded, the agencieswill work together to determine how funds are distributed
toaproject. If you are using two funders, understand what each will pay for, and before starting
construction, fully understand how to submit bills to the funders for payment.

H. Phasing

Every funding agency hasalimited amount of loan and/or grant fundsit can distribute each year.
Large projects are often too costly for one funder to handle by itself in any one funding cycle
(fiscal year). Large projects are usually funded either through joint funding or phasing. Joint
funders pool their resources together to devel op a sizable funding package that islarge enough
to finance the project in one year. Phasing allows a funder to extend the development of a
project over several fiscal years. Phasing enables the funder to put a modest or reasonable
portion of itslimited fundsinto aproject each year; thisallowsthefunder to havefundsavailable
for other communities, too. Intheend, thefunder will fund the construction of theentire project.
Funders such as RD can by pass an €ligible project for funding if the project will use 25% or
more of the state' s allocated monies.

Phasing al so allows the devel opment of some projectsto be accelerated. For example, you may
have aproject that requiresaCDBG grant, but has a stand alone portion that could be funded by
RD. Instead of waiting awholeyear for the next CDBG grant funding application date, you may
be able to get funding from RD for the stand-alone portion. While starting the construction of
the stand-al one portion, you can complete a CDBG application. Thismay acceleratethe start of
aproject by six to nine months. Confer with your engineer and funder if you think phasing in
apossihility.

|. Funding Centrally-Managed Decentralized Site-Based Wastewater Treatment
Systems

The use of aternative wastewater systems, especially those that incorporate facilities such as
septic tanks and pumps that are on individual owners' properties, adds alayer of complexity to
management and funding. The technical aspects of these systems were discussed in Chapters
4,5, and 6. These technical aspects of aternative wastewater systems are reasonably well-
established, if not well known. The use of centra management for decentralized, site-based
system is less recognized.
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1. Establishing Centralized Management

a. Why isit needed?

In the past few years, the U.S. Environmental Protection Agency, among others, has
come to the realization that many of the nation’s remaining unsewered communities,
incorporated or unincorporated, cannot feasibly be served by a traditional community
collection and treatment system (central gravity flowing collection system that useslarge
diameter pipes and a central treatment system). While the traditional model till isthe
goal communities try to obtain, other aternative systems are available to provide
wastewater treatment when it too costly to build atraditional central wastewater system.
Central management is required to insure these special systems are properly operated,
maintained, and financed.

Community control is essential to meet many funders' eligibility rules. For example
RD’sservice arearule states that awastewater system shall be for public use; ie. part of
a public system. Facilities, including septic tanks and secondary effluent treatment
systems, are usually owned or at least controlled by the governing body. Under central
management, the septic tank is controlled, maintained, and managed by the governing
body, but the landowner still ownsthe land. Accessto the land for the governing body
is attained through a perpetual facility easement.

b. Attaining Funding

Attaining funding for one of these special systemswill take work. First, your engineer
will have to be open minded to look at these systems and eval uate them objectively (see
Chapter 9). The EPA and KDHE can provide the names of communities that are using
these types of systems; check out these communities and visit with their leaders. It will
be necessary to get the approval of state or local regulatory agenciesto use any of these
special systems. This approval should be attained early in the process, and you should
be prepared to state your case asto why you want to use asystem. Y our customers will
have to be educated; there may be a bias that these special systems are not as good as a
centralized system. Customerswill haveto be shown that central management will yield
the same advantages of traditional central community systems.

For funders, your community will haveto prove several points. First, acommunity must
prove to a funder that a traditional centralized community wastewater system is not a
feasible option. Second, your community must show it has ingress and egress to a
property to take care of a septic tank and/or a secondary treatment system. (Ingressand
egressaretheright or permission to enter or leave, respectively.) Egressandingressare
assured through a perpetual facility easement. Third, you will haveto prove the system
will be under central management, controlled by the governing body, and you have the
capacity to managethe system. The perpetual facility easement isthe key to establishing
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central management and control. Centralized management is necessary to insure a
system is properly constructed, maintained, and financed. Facilities and components
should beowned or controlled by thegoverning body. Alsofundersexpect thegoverning
body to have the ability to collect revenues, to pay debts, and to operate the system. A
city can always use its authority to tax property and collect revenues. A county that
governs a sewer district can also use its taxing authority to collect required revenues.

It isimportant early on to identify which funders can or are willing to fund these special
community wastewater systems. When your governing body has central management
and control over these systems, the doorsto funders begin to open. USDA-RD, KDHE
SRFfund for wastewater, Kansas' CDBG program, EPA’ sHardship Grant, and possibly
your local conservation district (for facilities owned by the homeowner such as a septic
tank) are potential funding sources. Again, contact the KIAC committee to discuss your
proposal early in the process of evaluating alternatives.

¢. The Community's Responsibility

In approaching these funders you will need to:

. Provethat it isnot feasible to build atraditional central collection and treatment
system.

. Prove that a system is properly designed and will not pollute the environment.

. Prove that you can meet state and local regulatory requirements.

. Prove that you will have control over the system through ownership, easements
or lease of facilities.

. Prove that you will haveingress and egressto onsitefacilitieslocated on private
property.

. Prove that you have a workable management plan, and you have the capacity to
fulfill it.

. Prove that you have a mechanism to collect the revenues necessary to pay debts
and operational and maintenance costs.

. Prove that you have the means to collect unpaid fees or can deny other utility
services for non-payment of sewer user fees.

. Provethat facilitiessuch as septic tanksand secondary effluent treatment systems

have a useful length of life, and that you have a plan to replace facilities that
reach the end of their useful live. A capital improvement fund may be necessary.

. Prove that you will have equitable rates.

. Prove that you have a plan to pay for the ownership or lease of usable existing
facilities that are privately owned such as septic tanks.

. Prove your design is practical such as having required risers for easy septic

tank pumping access and a port for testing out-flowing effluent, if an advanced
treatment system is used.
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. Prove you have a planned program to inform patrons on how to properly use
and protect septic tanks and related equipment.

d. Decentralized Management

If decentralized managed systems areapotential option, your engineer should meet with
regul atory agencies before starting the Preliminary Engineering Report (see Chapter 8).
Specidists from K-State Research and Extension can help provide information about
onsite wastewater systems. KDHE and your local Local Environmental Protection
Program (LEPP) specialists can help answer questions about the placement and design
of onsite wastewater systems. Next, you should meet with funding agencies (i.e. attend
a KIAC meeting), and ask if they can or are willing to fund these specia types of
systems. Seek what requirements must be met, and incorporate them into your
application and development plans.

Oncethe Preliminary Engineering Report iscompleted, meet with your customers. Y our
engineer and attorney must be at this meeting. It would be very helpful to have a
wastewater specialist that is familiar with these kinds of systems present. Explain why
your community is considering using a special type of community wastewater system.
Explain the concept of community central management and why it is advantageous for
customers. Customerswill need to understand that the community will need perpetua
facility easements from them. Explain your proposed plans for rates, and stress that a
landowner will not be faced with the sudden expense of replacing their own system;
customerswill pay regular and predictable user fees. Customers need to understand that
the entire community, through revenue generated from user fees, is paying for debt,
operation, maintenance, and reserve costs. Explain to customers your plans to pay for
or to lease usable existing facilities that are privately owned. Stressto your customers
that voluntarily granting of easements and agreeing to reasonable compensation for
usable facilities will help reduce end costs.

e. Perpetual Facility Easement

The perpetual facility easement agreement is the key to central management and
control. Perpetual means permanent. The dictionary defines easement as a right or
privilege that a person may have in another’s land. The easement agreement gives the
governing body the right to place publicly owned, leased or controlled wastewater
facilities on private property, and to have access to such facilities in order to maintain,
operate and replace them. If customers have problems with this, the agreement could
state that in the event community service is not provided or a traditional gravity
centralized system is used, the easement agreement can be modified. Facility
encompassesthe components of thewastewater system. Septictanks, secondary effluent
treatment systems, and connecting pipes arefacilities. For soil absorption lateral fields,
facilitieswould includethe areanecessary for the systemtowork. The agreement should
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stipulate the governing body has the right to place any facilities on the homeowner’s
property that is covered by the easement. The agreement must stipulate the governing
body can own, lease, or control these facilities. The agreement should state the
governing body can sell or lease onsite facilitiesto others, but the governing body must
retain control on how the system is managed.

The perpetual facility easement agreement should:

State the exact area of private property the easement appliesto.

State the governing body can place wastewater treatment facilities on the
easement.

State only regulatory-approved facilities will be placed on the private property.
State the governing body is responsible for the maintenance, operation, and
replacement of facilities on private property.

State the governing body is responsible for all liability due to system
environmental mishaps.

State that the governing body can own, lease, or control through agreement any
facilities located on the property covered by the easement. Facilities can be
owned or leased by another entity, but the governing body must retain control on
how the system is managed.

State the landowner will not restrict access to facilities. Buildings on the
easement must be on temporary foundations and landscaping may be disturbed
if facilities are repaired or replaced.

State that authorized personnel or other parties representing the governing body
haveingress and egress to an easement for the purpose of operating, maintaining
or replacing wastewater facilities.

State how property damages are to be addressed.

State the governing body has management control over any wastewater facilities
located within the easement area. This control applies to whether facilities are
privately owned or owned by the public. Control is defined through the
establishment and enforcement of ordinances or resolutionsthat dictate how the
system is to be operated, maintained, and financed.

State the landowner agrees to use the wastewater system designed to serve his
property, and in a manner that is prescribed by the governing body.

State the landowner agrees to pay regular user fees to the governing body, or a
representative of the governing body, for the purpose of maintaining, operating,
repaying debt, and/or the replacement of wastewater treatment facilities on the
landowner’ s property and other property served by the wastewater systemthat is
common to the same service area. Rates, payment schedules, and financial
administrative procedures will be set by the governing body. The landowner
recognizes the governing body can utilize its taxing authority on property to
collect user fees.
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The last three points of the above list are designed to establish central community
management. Funders require (1) homeowners to use the community system, (2) a
system be in place to collect revenue, and (3) the governing body to have the means to
establish and enforce rules covering the operation, maintenance and financing of a
system. 'Y our community should expect to pay anominal feefor an easement and to pay
afair value for any usable facilities that are purchased or leased. A governing body in
Kansas has the right of eminent domain to obtain an easement necessary to protect the
health and safety of its citizens. Other laws alow a governing body to establish
community wastewater systems, and to adopt ordinances or resol utions necessary for the
efficient and effective management of these systems. However, the voluntary signing of
a comprehensive perpetual facility easement agreement is the desirable way to go.

2. Establishing User Fees

Funders are concerned about the issue of equity between homeowners. First, they want
to know how acommunity will handle the use of existing facilities. For example, when
one neighbor hasinstalled a new septic tank that can be used as part of the community
wastewater system and the second neighbor hasafailing septic tank that cannot be used,
afunder will want to know if the landowner with the failing system will have to pay a
higher user rate. This whole dilemma can be avoided by purchasing and/or leasing
usable existing facilities from landowners. A governing body simply purchases usable
infrastructure instead of purchasing new infrastructure. The usable facilities could be
purchased outright at the beginning of the project or through alease purchase agreement.
All homeswould pay the same user rate. Some landownersthough may receive regular
paymentsfor the sale and/or |ease of their wastewater facilitiesto their governing body.
Administratively the payment of user fees by the customer and the payment/lease for
facilities by the governing body should be separate transactions.

There are various ways the user rate can be set up. The easiest format to use is a
modified flat rate. Enough revenues are recovered through user feesto pay for al costs
of the system. The community is responsible for the costs together, and costs are
apportioned equally among the dwelling, businesses, and other entitiesserved. Therate
is composed of three or four components. These components are:

a. Minimum charge: All fixed costs such as debt repayment are placed in this
account. Thetotal costsfor aspecified period are divided equally by all entities
served. For example, if the annual debt payment for a 100 home community is
$10,000 the $10,000 is divided by 100 then divided by 12 to determine the
monthly minimum charge for each home.

$10,000 + 100 + 12 = $8.33

b. Operation and Maintenance (O&M) charge: All costs attributable to the
operation and maintenance of the system, including personnel costs, are placed
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in thisaccount. Thetotal costs for a specified period are divided equally by all
entities served. For example, if the annual O&M charge for a 100 home
community is $12,000 the $12,000 is divided by 100 then divided by 12 to
determine the monthly O& M charge for each home.

$12,000 + 100 + 12 = $10.00

c. Contribution to required reservescharge: Funders can reguire borrowers each year
to make a contribution to areserve account. The reserve account serves as a source of
fundsto pay debt payments when an emergency arises and acommunity cannot makeits
regular debt payment. The reserve contribution is usually equal to 10% of the annual
loan installment. The total contribution then for a 100 home community with a debt
payment of $10,000 would be $1,000. To figure a monthly charge for each home take
$1000 divided 100 divided by 12.

$1,000 + 100 + 12 = $0.83

d. Capital improvement account charge: Because some of the facilities of an onsite
treatment system may have a useful life shorter than the length of your loan, your
engineer or funder may suggest that your community have a plan to systematically
replace aged equipment (facilities). To build up enough funds to make periodic
improvements, a capital improvement account will be established. Each year a
contribution is made to this account. Assume the engineer says $12,000 a year should
be placed in acapital improvement account. All homeownerswould be equally charged
to generate enough funds to make the contribution. For a 100 home community, you
would take the $12,000 divided by 100 divided by 12 to determine the monthly charge.

$12,000 + 100 + 12 = $10.00

e. Total monthly user fee Thetotal of these monthly chargesbecomesthetotal monthly
user fee. The Operation and Maintenance (O& M) chargewill be variable, and over time
will likely increase. The O&M analyzed at least every year. If not enough revenueis
being generated to pay O& M costs, then this charge will have to be raised.
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Examples:

With capital improvement account. No capital improvement account.
Minimum charge $08.33 Minimum charge $08.33
O&M charge $10.00 O&M charge $10.00
Required reserve Reg. reserve charge $00.83
charge $00.83
Capital Imp. Acct. $10.00
Monthly total user charge $29.16 Monthly total user charge $19.16

3. Public-Private Partnerships

Theuseof centrally-managed decentralized and site-based treatment wastewater systems
opens up interesting possibilities for private-public partnerships. For example if a
community uses septic tanks for primary treatment and effluent pumps are used to
transfer effluent to central treatment lagoons, it is possible that the landowner or a
busi nesscould own the septic tank, providing the community retains management control
over the septic tank. In thissituation, alandowner may have access to funding sources
the community doesnot. A business could own the septic tanksand have acontract with
the governing body to maintain and operate them in a manner prescribed by the
governing body. Such abusiness could sell the tanks to the community after they have
depreciated in value and the business no longer can claim atax deduction for them. The
tanks could be depreciated over afive year period, and could be sold to the community
for afraction of the cost of anew septic tanks. Thetankswould still have useful life, and
the community would most likely continueitsoperation and mai ntenance agreement with
the business. This is just one example of partnership. It is important to remember
KDHE will require the portion of a system that discharges into a watercourse to be
owned by an incorporated city or a county.

J. Special Funding Arrangements
Theearlier sectionsin thischapter discussthe funding methodsthat are used most often for small
communities. However, there are other funding possibilitiesthat may be considered, if they are
appropriate for acommunity’sindividua circumstances.
1. “Up-Front” Sources
a. Raising rates
For an established wastewater utility system, raising ratesis away to quickly generate
funds for an up-front contribution. From beginning to end it can take one to two years

for your community to complete an improvement project. After the project isbuilt, your
community will start paying for your new improvement project, and at this point monthly
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user rates will be increased significantly. Instead of waiting two years to raise rates,
some communities will raise monthly user ratesin the early stages of the project. Rates
can be raised to the level that the engineer sayswill be necessary to pay for and operate
the completed system. All of therevenue collected fromthe pre-compl etion rateincrease
can be applied towards the cost of construction. Communities are surprised how much
money can be generated from such an action, and more surprised to learn how much an
up-front contribution can lower total borrowing costs.

b. Capital improvement reserve fund

Use your capital improvement reserve fund. Hopefully over the years, your
community/county has been making regular contributionsto such afund if you have had
an established utility. Typically, a community or county will establish a plan for
rehabilitating, upgrading or building a new wastewater system. Such a plan designates
what the planned improvementsareto be, describeshow much animprovement will cost,
details how much of the cost the community is willing to pay for up-front, and
establishes the amount of revenues that must be transferred regularly to this specia
account. When it istime to begin a planned project, a planned amount of funds will be
availablefor the project. Any community or county that anticipatesit will be developing
animprovement project in the next few years should devel op acapital improvement plan
and establish a capital improvement fund.

¢. Community foundations

Increasingly not-for-profit community foundations are being formed by communitiesto
promotegrowth, provide scholarships, assi st organi zations, and for other purposes. Such
foundations could be avehicle for accumulating funds that eventually could be used for
a community improvement project, such as a wastewater system. When a new
foundation is created, helping to build a wastewater system could be a stated goal the
foundation plansto achieve. If your community already hasafoundation, your governing
body may have to make their wishesfor awastewater system known. Thefoundation’s
directors most likely will not be your governing leaders. Directors of an established
foundation may not be thrilled to help build a “sewer system.” They may need to be
convinced that such a project can bejust asimportant as a park project. Donationsto a
foundation are normally tax deductible. A foundation doesnot haveto pay incometaxes.
Patrons of the community, former residents, offspring that have moved away but have
ties to the community, and businesses should be told the foundation exists. Hopefully
anindividual, estate, or business may make a sizable contribution to the foundation. A
foundation can also be a place where community organizations can place proceeds
collected from fund raising drives. An attorney should be used when setting up a
community foundation. The formation documents creating the foundation should state
the purpose for why the foundation exists and describe how it will help the community.
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2. Public-Private Partnership Arrangements

Sometimes public-private partnerships are used for constructing and/or managing
utilities. Much of the following is excerpted from the U.S. EPA’s public document: A
Guidebook of Financial Tools, Section 4.A., Public-Private Partner ship Arrangements;
6/97 EFAB/EFC Guidebook p. 4A-21.

A public-private partnership is a contractua relationship between the public sector
(usually alocal government) and a private sector company that commits both partiesto
providing an environmental or other service. The private party can be involved in a
variety of ways from designing the public-purpose facility to itsfinancing, construction,
operation, maintenance, management, and/or ownership. Although each public-private
partnership is unique, most fall into one of five general categories: contract services,
turnkey, developer financing, privatization, and merchant facility. There are different
responsibilities and benefits associated with each of these types.

To encourage and facilitate private investment and involvement in local infrastructure,
including federally grant-funded facilities, Executive Order No. 12803 was issued on
May 4, 1992 directing executive agenciesto make needed policy and regulatory changes.
The order isintended to:

. Assist local privatization initiatives,

. Remove federal regulatory impediments to private sector involvement;

. Relax federal repayment requirements, thus increasing State and local
governments proceeds from privatization arrangements; and

. Protect the public interest by ensuring that privatized assets continue to be used
for original purposesand that user charges remain consistent with current federal
conditions.

a. Advantages. Depending on the nature of the specific arrangement, a public-private
partnership may be able to capitalize on anumber of private sector resources. If private
financingisused, the burden on public debt capacity can bereduced. If private operation,
maintenance, and/or management is used, efficiency savings are generally realized.
Private sector procurement and construction methods typically provide significant
savings as well. Due to access to sophisticated technologies and specialized expertise,
the private sector can sometimes provide services otherwise unavailable to the public
sector, or services a ahigher level of quality. Private ownership can transfer part or all
of the responsibility for financial risk from the public to the private company (risk-
sharing). Finally, private sector operationscan frequently have ashorter implementation
time.

b. Limitations. A maor concern of governmentsin public-private partnershipsisloss
of control. When the public party isnot invol ved in day-to-day operations, it may believe
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it does not have the same control over quality, including compliance with environmental
standards and permits. Public employees and unions may oppose the public-private
partnership dueto fears about the loss of jobs. Local governments may not always have
the legal authority to enter into contracts with private parties. Tax-exempt and/or other
low-cost financing may not be available from federal or State governments for
partnership arrangements.

Note: It isimportant to remember the Kansas Department of Health and Environment
strongly prefersall public wastewater treatment systemsthat discharge, or can discharge,
into a water course to be owned by either a county, an incorporated city, or other
responsibleunit of government. To maintainregul atory oversight and proper compliance
of public wastewater systems, KDHE desires to issue operating permits to governing
bodies. The ultimate goal of utilizing public-private partnershipsis to lower monthly
user fees for your consumers and/or to reduce debt for your community. Three things
that can be doneto do thisare (1) lower operation and maintenance costs, (2) reduce the
cost of construction, or (3) reduce the cost of borrowing money.

3. Contract Service Agreements

Contract service agreements can be considered as a way to reduce operation and
mai ntenance costs and away to provide professional management for asystem. Service
contracts can be part of a lease arrangement and/or an operating agreement. Service
contracts can be with aprivate business, atown, quasi-governmental body, cooperative,
or anot-for-profit group. Thethird party should alwaysbetreated likeaprivate business.
Savings are achieved through the skill of professionals operating a system efficiently.
For a small wastewater system, it is not reasonable to hire a full-time operator to run a
system part-time. The governing body of such a system could contract with a
neighboring city to have its personnel operate and maintain the system. Additional
revenue from the contract would help the neighboring city, and your system’ sgoverning
body would not have to hire an operator(s). If you use a centrally managed site based
treatment sewer system (decentralized), it would be wise to have aservice contract with
another larger public body such asacity or with a private business such as a septic tank
maintenance company or plumbing contractor. A contract service agreement should
requirethe party providing serviceto bebonded. A servicecontract agreementisaqreat
way for a county to provide operation and maintenance when it has only one or two
sewer districts in the county.

The following are possible service contract agreement arrangements described by the
EPA.
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a. Contract Services:. Operations and Maintenance

A publicpartner (federal, State, or local government, agency, or authority) contractswith
a private partner to provide and/or maintain a specific public environmenta service.
Examples of the type of service provided include lab testing, auditing, the collection of
fines and pendlties, solid waste collection and disposal, and the operation and
mai ntenance of water and wastewater treatment facilitiesand systems. Under the private
operation and maintenance option, the public partner retains ownership and overall
management of the public facility or system.

b. Contract Services: Operations, Maintenance, and Management

A public partner (federal, State, or local government, agency, or authority) contractswith
aprivate partner to operate, maintain, and manage afacility or system providing apublic
environmental or other service. Under this contract option, the public partner retains
ownership of the publicfacility or system, but the private party may invest itsown capital
inthefacility or system. Any private investment is carefully calculated inrelation to its
contributions to operational efficiencies and savings over the term of the contract.
Generally, the longer the contract term, the greater the opportunity for increased private
investment because thereis more time available in which to recoup any investment and
earn areasonablereturn. . .. Many local governments use this contractual partnership to
provide wastewater treatment services. In awell-known case, the City of Indianapolis
used it for two large advanced wastewater treatment facilities and saved $22.6 million
dollarsin only two years.

c. Long-Term Lease
(Under Executive Order 12803)

Executive Order 12803 directs all federal departments and agencies to support the
privatization (sale or long-term lease from a State or local government to aprivate party)
of infrastructure assets (including publicly-owned wastewater treatment works or
POTWs) financed in whole or part by the federal government to the extent permitted by
law and consistent with originally authorized purposes. The Executive Order also lays
out the transfer price distribution and recoupment priorities needed to meet the
disposition requirements of federal administrative grant requirements.

d. Agreementsto Take Advantage of Private Construction Efficiencies

Thisis aconcept that prescribes taking advantage of private construction methods and
procedures. Thisapproach presumesaprivatecompany will buildacompletesystemand
then transfer the ownership of the assets to a public governing body when the systemis
completed and ready to be used. Some believewhen acontractor hasto comply with the
construction procedures of public funding agencies and with state laws covering the
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construction of public projects, the cost of building a project is higher than a privately
built project. The thought process for this approach is a private firm will build a
wastewater system, and then the governing body will purchase the new or rehabilitated
facility.

Proponents say privately built projects take advantage of less costly procurement
proceduresand construction efficienciesallowstheprivate sector to build facilitiesfaster
and cheaper than comparable publicly built facilities. It is argued contractors can
capitalize on such things as faster time frames, lower construction costs, and less costly
labor. Private companies have access to outside capital and can take advantage of tax
deductions such as depreciation.

Governing bodies anticipating using this type of approach must understand funding
agencies may not participate. It isimportant to ask afunder if they can participatein a
transfer of private assets/facilities to apublic body. Simply ask the agency if its funds
can be used to purchase existing facilities. If you have to fund the purchase of private
assets alone, confer with abond counselor and governmental financial planner.

Before signing any deal with aprivate entity, an attorney that is shrewd, knowledgeable,
and has experience with public-private agreements should review the proposed contract.
The background of the private business you are dealing with should be investigated.
Agreementsto operate asystem should bereviewed by appropriateregul atory authorities,
start with contacting the Kansas Department of Health and Environment. Agreements
must contain language that stipulates the governing body retains ultimate control over
how a system is to be operated and maintained. Somewhere the operating agreement
should state the system will be operated and maintained in amanner that (1) protectsthe
health and safety of the public and (2) complies with all environmental standards and
rules. Make sure any company that you contract with can be bonded for the construction
and/or for operating a system.

Finally when weighing whether to use this approach, remember rulesand proceduresfor
publicly built projects have been adopted for good reasons. Ask what rulesare designed
to protect your community, the public, and the environment. Ask if you can develop
similar safeguards if you use a private construction arrangement. Ask if cost savings
outweigh any exposure you may have with a private company if things go wrong.
Remember knowledge is key to making this approach work.

e. Build/Operate/Transfer or Build/Transfer/Operate

Under the Build/Operate/Transfer (BOT) option, the private partner builds afacility to
the specifications agreed to by the public agency (usually under aturnkey arrangement),
operates the facility for a specified time period under a contract or franchise agreement
with the agency, and then transfers the facility to the agency at the end of the specified
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period of time. In most cases, the private partner will also provide some, or al, of the
financing for the facility, so the length of the contract or franchise must be sufficient to
enable the private partner to realize a reasonable return on its investment through user
charges. At the end of the franchise period, the public partner can assume operating
responsibility for the facility, contract the operations to the original franchise holder, or
award anew contract or franchise to anew private partner. The Build/Transfer/Operate
(BTO) model is similar to the BOT model, except that the transfer to the public owner
takes place at the time that construction is completed rather than at the end of the
franchise period.

f. Turnkey

Under a turnkey arrangement, a public agency will contract with a private
investor/vendor to design and build a complete facility in accordance with specified
performance standards and criteria agreed to between the agency and the vendor. The
private developer will commit to build the facility for afixed price and will absorb the
construction risk of meeting that price commitment. Generally, in aturnkey transaction,
theprivatepartnerswill usefast-track construction techniques (such asdesign-build) and
will not bebound by traditional public sector procurement regulations. Thiscombination
often enablesthe private partner to completethefacility in significantly lesstimeand for
less cost than could be accomplished under traditional construction techniques. In a
turnkey transaction, financing and ownership of thefacility can rest with either the public
or private partner. For example, the public agency might provide the financing, with the
attendant costs and risks. Alternatively, the private party might provide the financing
capital, generaly in exchange for along-term contract to operate the facility.

g. Developer Financing

Under devel oper financing, the private party (usually areal estate devel oper) financesthe
construction or expansion of an environmental facility in exchangefor theright to build
residential housing, commercial stores, and/or industrial facilities. Theprivatedevel oper
contributes capital and may operate the facility under the oversight of the local
government. The developer gains the right to use the facility and may receive future
income from user fees. While developers may in rare cases build a facility, more
typically they are charged a fee or required to purchase capacity in an existing facility.
This payment is used to expand or upgrade the facility. Developer financing
arrangements are often called capacity credits, sewer access rights, impact fees, or
exactions. Developer financing may be voluntary or involuntary depending on the
specific local circumstances.
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h. Lease/Develop/Operate or Build/Devel op/Operate

Under these partnership arrangements, the private party leases or buys afacility from a
public agency, investsits own capital to renovate, modernize and/or expand thefacility,
and then operates it under a contract with the public agency.

The investment of capital from private sourcesis often referred to as privatization. The
complete private ownership of a public wastewater system in Kansas is rare. State
regul atory agencies steer away fromissuing operating permitsto privateentitiesthat own
apublic wastewater system. KDHE’ spositionisthat agoverning body should own such
systems. Counties, cities, townships, and improvement districts can be held accountable
for environmental problems. Also governing bodies can use their taxing authority to
attain revenues to correct environmental problems.

Private investment is usually used to bring outside capital into aproject. Communities
with high debts may find thisapproach to be attractive. The private entity often provides
the capital to build a system, and the community pays for the system through
installments.

The likelihood of a public wastewater system being wholly owned and operated by a
private entity in Kansas is remote at this time. However, there may be possibilities
regarding leasing or partial ownership. State and local regulatory agencies and funders
may consider awell written |ease agreement to be an adequate substitute for ownership
providing the governing body has control over system management, ownership, and can
be held accountable for environmental mishaps. If you are interested in the concept of
leasing, the Kansas Department of Health and Environment should be contacted for
guidance.

A centrally-managed site-based treatment wastewater systemthat hasacentral secondary
treatment facility for effluent seems to be the best opportunity for using partial private
ownership. Concelvably thecollection system and the secondary treatment facility would
be owned by the community. The primary treatment facilities, onsite septic tanks, could
be owned by a private business such as a septic tank service company. The septic tank
service company would have an agreement with the governing body that they will
maintain and operate the septic system asthe governing body desires. Mostly the service
agreement would be for an extended period. The private company would agree to sell
the septic tanks to the community when it has fully depreciated the tanks. The
community would then purchase aless costly, but useful, septic tank from the business.
After the ownership transfer is completed, the governing body would operate the system
itself or have a private firm continue providing service. The following are two
possibilitiesto consider.
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i. Lease/purchase

A lease/purchase is an installment-purchase contract. Under this model, the private
sector finances and builds afacility which it then leasesto a public agency. The public
agency makes schedul ed lease paymentsto the private party. The public agency accrues
equity in the facility with each payment. At the end of the lease term, the public agency
ownsthefacility or purchasesit at the cost of any remaining unpaid balancein the lease.
Under this arrangement, the facility may be operated by either the public agency or the
private developer during the term of the lease.

J. Privatization

In privatization, the public sector (usually a local or State government) makes the
decision to provide an environmental service and looks to the private sector for help in
meeting that need. The private sector contracts to design, build, own and operate the
desired public-purpose environmental facility. Generally, the private party will partially
or totally finance the operation. They may, however, access tax-exempt financing
available through the State for environmental and other public-purpose projects.
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